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The subprime crisis of 2007 caused an unexpected financial storm. After the 
crisis, our company started to pay more attention to risk management. It is significant 
for us to build up probabilistic prediction model for financial risks since corporate 
managers can take advantage of it to recognize, predict and cope with the financial 
risk. External information users can also use the model to forecast the financial risk 
and come up with rational decisions according to the forecast results. 
Based on the review of important literature at home and abroad, this paper 
defines financial risk as the probability and extent of the deviation from expectation 
on the use of financial leverage. By the financial activities, financial risk can be 
divided into financing risk, investment risk, capital recovery risk and income 
distribution risk. Based on above definition, this paper deconstructs the financial risk 
and constructs the probabilistic prediction model for financial risk from three aspects, 
which are the financial leverage, the internal control and the cash flow ratios. This 
study relies on observations from 69 firms，which are forced to take special treatment
（ST） for the first time owing to negative profit for 2 successive years，and other 
6136 non-ST samples from A shares during the period 2010-2013. This paper sets up 
Logit model with the financial ratios and internal control index of the samples during 
2007-2010. Model and relevant variables are statistically significant with either all 
samples or paired samples. Moreover, models from paired samples predict ST samples 
better than those from all samples.  
Finally，this paper tries to use the model to recognize and analysis financial risk 
in risk management program. 
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